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Introduction
1. This Statement amends Statement on Auditing Standards (SAS) 
No. 58, Reports on Audited Financial Statements, to eliminate the 
requirement that, when certain criteria are met, the auditor add an 
uncertainties explanatory paragraph to the auditor’s report. It also clari­
fies and reorganizes the guidance in SAS No. 58 concerning emphasis 
paragraphs, uncertainties, and disclaimers of opinion. This Statement is 
effective for reports issued or reissued on or after February 29, 1996. 
Earlier application of the provisions of this Statement is permissible.
Copyright © 1995 by
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2 Statement on Auditing Standards 
2. The following table summarizes the effect of this Statement on 
each of the paragraphs of SAS No. 58. 
Paragraph Number in SAS 
No. 58 Before Amendment Effect of Amendment on SAS No. 58 
1 through 10 No effect. 
11 Deletes subparagraph 11c. All other subpara-
graphs in paragraph 11 are retained and 
subparagraphs 11d through 11i are relettered. 
12 through 15 No effect. 
16 through 33 Deleted. 
34 through 36 No effect. Paragraphs are renumbered as 16 
through 18. 
37 Paragraph is amended and renumbered as 
19. (Paragraph is shown below.) 
38 through 46 No effect. Paragraphs are renumbered as 20 
through 28. 
Adds new paragraphs 29 through 32. (Para-
graphs are shown below.) 
47 through 58 No effect. Paragraphs are renumbered as 33 
through 44. 
Adds new paragraphs 45 through 49. (Para-
graphs are shown below.) 
59 through 69 No effect. Paragraphs are renumbered as 50 
through 60. 
70 and 71 Paragraphs are amended and renumbered 
as 61 and 62. (Paragraphs are shown below.) 
72 through 82 No effect except for the deletion of footnote 
29. Paragraphs are renumbered as 63 
through 73. 
83 The example in the sample report is revised 
and a footnote is added. Paragraph is renum-
bered as 74. (Paragraph is shown below.) 
84 and 85 Footnote 33 is deleted and paragraphs are 
amended and renumbered as 75 and 76. 
The effective date of this Statement and 
transitional guidance for its application are 
provided in these amended paragraphs. 
(Paragraphs are shown below.) 
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Amended and New Paragraphs in SAS No. 58 
3. Paragraph 37 is renumbered as paragraph 19, and amended as 
follows. 
19. In any report on financial statements, the auditor may emphasize a 
matter regarding the financial statements. Such explanatory information 
should be presented in a separate paragraph of the auditor's report. 
Phrases such as "with the foregoing [following] explanation" should not be 
used in the opinion paragraph if an emphasis paragraph is included in the 
auditors report. Emphasis paragraphs are never required; they may be 
added solely at the auditor's discretion. Examples of matters the auditor 
may wish to emphasize are— 
• That the entity is a component of a larger business enterprise. 
• That the entity has had significant transactions with related parties. 
• Unusually important subsequent events. 
• Accounting matters, other than those involving a change or changes in 
accounting principles, affecting the comparability of the financial state-
ments with those of the preceding period. 
4. New paragraphs 29 through 32 are added as follows. 
29. Uncertainties and scope limitations. A matter involving an uncer-
tainty is one that is expected to be resolved at a future date, at which time 
conclusive evidential matter concerning its outcome would be expected to 
become available. Uncertainties include, but are not limited to, contingen-
cies covered by Financial Accounting Standards Board (FASB) Statement 
of Financial Accounting Standards No. 5, Accounting for Contingencies, 
and matters related to estimates covered by Statement of Position 94-6, Dis-
closure of Certain Significant Risks and Uncertainties. 
30. Conclusive evidential matter concerning the ultimate outcome of 
uncertainties cannot be expected to exist at the time of the audit because 
the outcome and related evidential matter are prospective. In these cir-
cumstances, management is responsible for estimating the effect of future 
events on the financial statements, or determining that a reasonable esti-
mate cannot be made and making the required disclosures, all in 
accordance with generally accepted accounting principles, based on man-
agement's analysis of existing conditions. An audit includes an assessment 
of whether the evidential matter is sufficient to support management's 
analysis. Absence of the existence of information related to the outcome 
of an uncertainty does not necessarily lead to a conclusion that the eviden-
tial matter supporting management's assertion is not sufficient. Rather, 
the auditor's judgment regarding the sufficiency of the evidential matter 
is based on the evidential matter that is, or should be, available. If, after 
considering the existing conditions and available evidence, the auditor 
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concludes that sufficient evidential matter supports managements asser-
tions about the nature of a matter involving an uncertainty and its 
presentation or disclosure in the financial statements, an unqualified opin-
ion ordinarily is appropriate. 
31. If the auditor is unable to obtain sufficient evidential matter to sup-
port management's assertions about the nature of a matter involving an 
uncertainty and its presentation or disclosure in the financial statements, 
the auditor should consider the need to express a qualified opinion or to 
disclaim an opinion because of a scope limitation. A qualification or dis-
claimer of opinion because of a scope limitation is appropriate if sufficient 
evidential matter related to an uncertainty does or did exist but was not 
available to the auditor for reasons such as management's record retention 
policies or a restriction imposed by management. 
32. Scope limitations related to uncertainties should be differentiated 
from situations in which the auditor concludes that the financial state-
ments are materially misstated due to departures from generally accepted 
accounting principles related to uncertainties. Such departures may be 
caused by inadequate disclosure concerning the uncertainty, the use of 
inappropriate accounting principles, or the use of unreasonable account-
ing estimates. Paragraphs 45 to 49 provide guidance to the auditor when 
financial statements contain departures from generally accepted account-
ing principles related to uncertainties. 
5. New paragraphs 45 through 49 are added as follows. 
45. Departures from generally accepted accounting principles 
involving risks or uncertainties, and materiality considerations. 
Departures from generally accepted accounting principles involving risks 
or uncertainties generally fall into one of the following categories: 
• Inadequate disclosure (paragraphs 46 and 47) 
• Inappropriate accounting principles (paragraph 48) 
• Unreasonable accounting estimates (paragraph 49) 
46. If the auditor concludes that a matter involving a risk or an uncer-
tainty is not adequately disclosed in the financial statements in conformity 
with generally accepted accounting principles, the auditor should express 
a qualified or an adverse opinion. 
47. The auditor should consider materiality in evaluating the adequacy 
of disclosure of matters involving risks or uncertainties in the financial 
statements in the context of the financial statements taken as a whole. The 
auditor's consideration of materiality is a matter of professional judgment 
and is influenced by his perception of the needs of a reasonable person 
who will rely on the financial statements. Materiality judgments involving 
risks or uncertainties are made in light of the surrounding circumstances. 
The auditor evaluates the materiality of reasonably possible losses that 
may be incurred upon the resolution of uncertainties both individually 
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and in the aggregate. The auditor perforins the evaluation of reasonably 
possible losses without regard to his evaluation of the materiality of known 
and likely misstatements in the financial statements. 
48. In preparing financial statements, management estimates the out-
come of certain types of future events. For example, estimates ordinarily 
are made about the useful lives of depreciable assets, the collectibility of 
accounts receivable, the realizable value of inventory items, and the pro-
vision for product warranties. FASB Statement No. 5, Accounting for 
Contingencies, paragraphs 23 and 25, describes situations in which the 
inability to make a reasonable estimate may raise questions about the 
appropriateness of the accounting principles used. If, in those or other sit-
uations, the auditor concludes that the accounting principles used cause 
the financial statements to be materially misstated, he should express a 
qualified or an adverse opinion. 
49. Usually, the auditor is able to satisfy himself regarding the reason-
ableness of managements estimate of the effects of future events by 
considering various types of evidential matter, including the historical 
experience of the entity. If the auditor concludes that management's esti-
mate is unreasonable (see SAS No. 47, Audit Risk and Materiality 
[AICPA, Professional Standards, vol. 1, AU sec. 312], and SAS No. 57, 
Auditing Accounting Estimates [AICPA, Professional Standards, vol. 1, 
AU sec. 342]) and that its effect is to cause the financial statements to be 
materially misstated, he should express a qualified or an adverse opinion. 
6. Paragraphs 70 and 71 are renumbered as paragraphs 61 and 62 and 
amended as follows. 
61. A disclaimer of opinion states that the auditor does not express an 
opinion on the financial statements. An auditor may decline to express an 
opinion whenever he is unable to form or has not formed an opinion as to 
the fairness of presentation of the financial statements in conformity with 
generally accepted accounting principles. If the auditor disclaims an 
opinion, the auditor's report should give all of the substantive reasons for 
the disclaimer. 
62. A disclaimer is appropriate when the auditor has not performed an 
audit sufficient in scope to enable him to form an opinion on the financial 
statements.19 A disclaimer of opinion should not be expressed because the 
auditor believes, on the basis of his audit, that there are material depar-
1 9 If an accountant is engaged to conduct an audit of the financial statements of a nonpublic 
entity in accordance with generally accepted auditing standards, but is requested to change 
the engagement to a review or a compilation of the statements, he should look to the guid-
ance in paragraphs 44 to 49 of Statement on Standards for Accounting and Review Services 
No. 1, Compilation and Review of Financial Statements (AICPA, Professional Standards, 
vol. 2, AR sec. 100). Paragraph 5 of SAS No. 26, Association With Financial Statements, 
provides guidance to an accountant who is associated with the financial statements of a 
public entity, but has not audited such statements. 
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tares from generally accepted accounting principles (see paragraphs 35 
through 57). When disclaiming an opinion because of a scope limitation, 
the auditor should state in a separate paragraph or paragraphs all of the 
substantive reasons for the disclaimer. He should state that the scope of 
his audit was not sufficient to warrant the expression of an opinion. The 
auditor should not identify the procedures that were performed nor 
include the paragraph describing the characteristics of an audit (that is, 
the scope paragraph of the auditors standard report); to do so may tend to 
overshadow the disclaimer. In addition, he should also disclose any other 
reservations he has regarding fair presentation in conformity with gener-
ally accepted accounting principles. 
7. Paragraph 83 is renumbered as paragraph 74 and amended as 
follows. 
74. If the financial statements of a prior period have been audited by a 
predecessor auditor whose report is not presented, the successor auditor 
should indicate in the introductory paragraph of his report (a) that the 
financial statements of the prior period were audited by another auditor,27 
(b) the date of his report, (c) the type of report issued by the predecessor 
auditor, and (d) if the report was other than a standard report, the substan-
tive reasons therefor.28 An example of a successor auditor's report when 
the predecessor auditor's report is not presented is shown below: 
Independent Auditors Report 
We have audited the balance sheet of ABC Company as of December 31, 19X2, 
and the related statements of income, retained earnings, and cash flows for the 
year then ended. These financial statements are the responsibility of the Com-
pany's management. Our responsibility is to express an opinion on these 
financial statements based on our audit. The financial statements of ABC Com-
pany as of December 31, 19X1, were audited by other auditors whose report 
dated March 31, 19X2, expressed an unqualified opinion on those statements. 
[Same second paragraph as the standard report] 
In our opinion, the 19X2 financial statements referred to above present fairly, 
in all material respects, the financial position of ABC Company as of Decem-
ber 31, 19X2, and the results of its operations and its cash flows for the year 
then ended in conformity with generally accepted accounting principles. 
27 The successor auditor should not name the predecessor auditor in his report; however, the 
successor auditor may name the predecessor auditor if the predecessor auditor's practice 
was acquired by, or merged with that of the successor auditor. 
2 8 If the predecessors report was issued before the effective date of this Statement and contained 
an uncertainties explanatory paragraph, a successor auditors report issued or reissued after the 
effective date hereof should not make reference to the predecessors previously required explan-
atory paragraph. 
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If the predecessor auditor's report was other than a standard report, the 
successor auditor should describe the nature of and reasons for the 
explanatory paragraph added to the predecessor's report or his opinion 
qualification. Following is an illustration of the wording that may be 
included in the successor auditors report: 
. . . were audited by other auditors whose report dated March 1, 19X2, on those 
statements included an explanatory paragraph that described the change in the 
Company's method of computing depreciation discussed in Note X to the finan-
cial statements. 
If the financial statements have been restated, the introductory paragraph 
should indicate that a predecessor auditor reported on the financial state-
ments of the prior period before restatement. In addition, if the successor 
auditor is engaged to audit and applies sufficient procedures to satisfy 
himself as to the appropriateness of the restatement adjustments, he may 
also include the following paragraph in his report: 
We also audited the adjustments described in Note X that were applied to 
restate the 19X1 financial statements. In our opinion, such adjustments are 
appropriate and have been properly applied. 
8. Paragraphs 84 and 85 are renumbered as paragraphs 75 and 76 and 
amended as follows. 
75. This Statement is effective for reports issued or reissued on or after 
February 29, 1996. Earlier application of the provisions of this Statement 
is permissible. 
76. An auditor who previously included an uncertainties explanatory 
paragraph in a report should not repeat that paragraph and is not required 
to include an emphasis paragraph related to the uncertainty in a reissuance 
of that report or in a report on subsequent periods' financial statements, 
even if the uncertainty has not been resolved. If the auditor decides to 
include an emphasis paragraph related to the uncertainty, the paragraph 
may include an explanation of the change in reporting standards. 
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This Statement entitled Amendment to Statement on Auditing Standards 
No. 58, Reports on Audited Financial Statements, was adopted by the assenting 
votes of fourteen members of the Auditing Standards Board, with Mr. Kilkeary 
dissenting. 
Mr. Kilkeary dissents to the issuance of the Statement because he believes that 
uncertainty paragraphs are helpful to financial statement users by highlighting 
those significant uncertainties that are either reasonably possible or probable of 
resulting in a material loss. 
Mr. Kilkeary does not believe that persuasive evidence has been presented that 
demonstrates that financial statement users will benefit from the elimination of 
the mandatory uncertainties paragraph, that use of the mandatory uncertainties 
paragraph is currently being abused, or that the implementation of Statement 
of Position (SOP) 94-6, Disclosure of Certain Significant Risks and Uncertain-
ties, will cause the use of such paragraphs to increase. Moreover, even if SOP 
94-6 does cause an increase in such paragraphs, he is not persuaded that this 
would be undesirable since, he believes, these paragraphs are meaningful to 
financial statement users. 
Mr. Kilkeary believes that the elimination of the mandatory uncertainties para-
graph is not only unwise, but also is inconsistent with the appropriate retention 
of explanatory paragraphs for both going-concern uncertainties and changes in 
accounting principles. All of these are used to highlight significant matters to 
financial statement users. 
Finally, Mr. Kilkeary disagrees with the deletion of a substantial part of para-
graph 28 and all of paragraphs 29 and 30 of SAS No. 58 addressing materiality 
considerations without making any provision for alternative guidance to audi-
tors. He believes that these paragraphs have been useful to auditors in that they 
provide supplemental guidance on materiality considerations in assessing the 
adequacy of financial statement disclosure. He further believes that the Auditing 
Standards Board did not give adequate consideration to developing alternative 
guidance in this important area. 
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